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Introduction
Recent fi nancial turmoil, uncertain and unstable 
world and increasing public pressure have put 
fi nancial sector and its responsibilities under 
great scrutiny. This has led to putting more 
emphasis on social responsibility of fi nancial 
institutions, primarily banks, due to a powerful 
and infl uential position they have. Indeed, bank 
managers are becoming more concerned 
with social responsibility [72], resulting in 
a widespread adoption of social responsibility 
by the global banking community [64].
The considerable emphasis placed 
nowadays on the societal role of business 
is in accordance with the spreading belief 
that measures of company success must go 
beyond profi t and should also relate to the 
needs of stakeholders and society at large [68]. 
Caroll [12] anticipated that the social aspect 
of company’s responsibility in the 21st century 
will be more important than ever. Corporate 
social responsibility (CSR) is becoming the 
defi ning business issue of our time, affecting 
corporate profi ts and credibility, as well as 
personal security and sustainability of the 
global economy (see [18], cited in [12]). From 
a perspective of companies, social responsibility 
has become a powerful tool of gaining more 
favourable attitudes among their stakeholders 
[73], resulting in various benefi ts for companies 
themselves.
Business ethics and community support 
play an important role in various industries, 
including the banking sector [25]. This role 
is emphasized even more considering the 
fact that bank activities have signifi cant and 
broad, not only economic, but also social 
implications. Social responsibility of banks and 
other fi nancial institutions has already been 
recognised as necessary (e.g. [23], [10], [76], 
[81], [15]). The matter that arises is how the 
banking sector has and will continue to evolve 
in this respect. However, social responsibility 
of banks has been dominantly investigated in 
developed countries, with lack of research in 
less developed and transition countries. While 
CSR is relatively well established in Western 
Europe, USA and Australia [5], [69], limited 
understanding of CSR and only recent adoption 
of CSR practices characterise less developed 
countries. Although many authors point out on 
the importance of CSR research in developing 
country contexts ([5], [32], [58], [59]), there is 
a lack of empirical fi ndings. This study extends 
research in Central and Eastern European 
(CEE) context, contributing to scarce literature 
on CSR in these countries (e.g. [42], [40], [47], 
[94]). It presents a break-through attempt to 
investigate determinants of CSR in Croatian 
banking industry.
In spite of relevance and timeliness of the 
issue, research in Croatia has been lagging 
behind recent literature on this topic, with the 
exception of only few notable studies. Some 
of them provide a conceptual framework of 
social responsibility (e.g. [89]), while most of 
the studies conducted focus on specifi c CSR 
issues (e.g. [50], [37], [24]). Some studies 
investigate social responsibility of companies 
from different industries ([90], [34], [94]), and 
social responsibility of the banking industry in 
particular has been somewhat addressed by 
Leko and Stojanovic [56], [57], Dujmovic, et 
al. [28] and Kundid and Rogosic [52], however 
there still exists a research gap. Therefore, 
the purpose of this paper is to assess social 
responsibility of Croatian banks, and moreover, 
to investigate its relation with selected factors in 
the banking industry.
This study links social responsibility to 
characteristic factors of individual banks and 
of the environment in which they operate, 
i.e. specifi c Croatian context. In particular, 
the emphasis is put on factors of bank size, 
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ownership status and fi nancial performance at 
the individual level, linking social responsibility 
to individual bank characteristics, while at the 
industry level of Croatian banking sector we 
critically refl ect on bank social responsibility by 
focusing on the structure of granted loans.
The approach taken differs from most 
previous studies because the research is 
conducted on both micro and macro level, which 
potentially offers a broader understanding of 
social responsibility in the banking industry. Our 
aim is to highlight holistic perspective of bank 
social responsibility in a particular CEE country. 
Research fi ndings will provide additional 
understanding of what social responsibility in 
banking means, which factors does it relate to, 
and how it works in a specifi c environment.
This paper is structured as follows: to start 
with, the next part provides a brief literature 
review about the concept of social responsibility 
in the banking industry. Then, hypotheses are 
introduced, followed by research methodology 
after that. To follow, research fi ndings are 
presented. Finally, the implications of our 
fi ndings as well as practical standpoints are 
discussed, while the paper is concluded with 
a presentation of the limitations and some 
future research proposals.
1.  Social Responsibility in the 
Banking Industry
CSR has never been more prominent on the 
corporate agenda than it is today ([85], cited 
in [41]). It has become a focal point of policy 
makers and the public, who demand that 
companies assume responsibility towards 
society, the environment, or the stakeholders 
in general [77]. Companies do have social 
responsibility and are not protected by limited 
liability from the consequences of their actions 
(see [38]). They have the responsibility for 
their impacts on society, comprising various 
environmental, social and economic obligations.
As far as it regards the banking industry, 
social responsibility practices have been 
embraced by the global banking community, 
evidenced by banks pouring millions of 
dollars into this purpose, signing international 
agreements that support socially responsible 
development [64] and increasingly reporting on 
their social responsibility. Banks are beginning 
to recognize that they do have a social 
responsibility to fulfi l [6] and that only socially 
responsible banking is sustainable in the 
long run.
A number of factors have contributed 
to a more socially responsible orientation 
in banking. The increased economic and 
public pressure has forced banks to analyse 
their role in society and their contribution to 
obtaining more sustainable development [23]. 
In particular, the recent economic crisis and 
its social consequences have to some extent 
damaged consumer confi dence and the level 
of trust in fi nancial institutions. Demonstrating 
(and not only claiming) responsibility towards 
society is crucial for regaining trust, and banks 
are increasingly recognizing it. Furthermore, 
banks themselves are becoming increasingly 
aware of the risk associated with fi nancing 
environmentally or socially sensitive projects. 
Therefore, in their lending activities they analyse 
how to fairly balance the risk and interests of 
various parties affected by their business.
A variety of industry trends and factors are 
also leading to intensifying the move toward 
socially responsible banking. The marketplace 
in which banks operate today demands new 
solutions and service offerings. Some of these 
can be delivered through socially responsible 
products, where recently much of the focus has 
been put on environmentally-oriented products. 
The pressure is put on major international banks 
to fi nd new areas for growth. Other factors, such 
as consolidation and heightened competition in 
traditional markets, and technology innovations 
in banking products and processes, have been 
contributing as well.
Due to the nature of their activities and 
their size, bank social responsibility is expected 
to be more complex in comparison to other 
companies. A bank’s responsibility extends 
to government, customers, shareholders, 
employees and the community [38]. Banks have 
a key role in government’s aim of stewardship of 
the economy. As the most important fi nanciers 
they uniquely perform functions of collecting 
deposits from wider public, granting loans, and 
running the payment system simultaneously. 
Additionally, they must take care of the ethical 
aspects of customer relationships, as people’s 
assets are at stake [25]. Banks are answerable 
to their shareholders because they have 
invested their money in the business, are 
entitled to see it protected and rewarded by 
a fair return, and they also want to see their 
institution behaving in an ethically satisfactory 
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fashion. Banks depend on people to run their 
business and to refl ect their ethical standards, 
who have to know what is expected of them. 
Finally, through their business activities banks 
invest in the well-being of the communities they 
serve and their everyday decisions have a long 
term impact on those communities [38].
The advantages and disadvantages of 
social responsibility in the banking industry 
have been argued at length in previous 
research. Numerous publications have shown 
that being socially responsible can benefi t 
banks substantially [82]. However, as CSR 
is impossible to measure directly, it was 
largely measured and assessed through 
corporate social performance (CSP). CSP is 
a multidimensional construct that measures 
the extent to which fi rms are acting (or not 
acting) in a socially responsible manner [26] 
and therefore it is used as a means to assess 
CSR policies and practices [80]. Various CSP 
measures are used, from one-dimensional 
(e.g. environmental pollution, corporate 
philanthropy) to multidimensional measures, 
i.e. indices of various CSR indicators such as 
KLD index or Fortune ratings data, as well as 
questionnaire based surveys. Content analysis 
of corporate disclosures has been also used 
in a number of academic studies (e.g. [1], [97], 
[32], [65], [91]).
From banks’ point of view, social responsibility 
in its comprehensive understanding is the way 
of creating long-term value. It enables banks 
to recognize business opportunities and to 
manage risk more effi ciently. It improves their 
reputation and branding, by infl uencing trust 
and customer perceptions (e.g. [73], [66]). 
Awareness of responsibility towards society 
and environment guarantees compliance 
with government regulations. Finally, it offers 
vast potential to improve and develop banks’ 
own services, e.g. in fast-growing areas 
of sustainable energy, cleaner production, 
biodiversity conservation and banking services 
to low-income and underserved groups [43].
2.  Research Goal and Hypotheses
The aim of the research is to assess to what 
extent are Croatian banks socially responsible 
and to investigate several key factors that 
potentially relate to their social responsibility. 
In order to achieve the research goal, four 
hypotheses are proposed. First three hypotheses 
focus on determining the relation between bank 
social responsibility and its individual factors, in 
order to discover which banks are more likely to 
be socially responsible. In particular, we focus 
on factors of bank size, ownership status and 
fi nancial performance. While factors of size 
and fi nancial performance have already been 
set as important and investigated in previous 
research on social responsibility, we fi nd the 
factor of ownership status interesting, taking 
into consideration specifi c ownership structure 
of Croatian banking sector. Fourth hypothesis 
strives towards testing the relation of social 
responsibility and the structure of granted loans 
in Croatian banking sector, at the industry level. 
The reasoning behind including the factor of 
the loan structure in the analysis is that it is 
potentially very indicative of industry’s social 
(ir)responsibility, because some important 
conclusions can be drawn from the focus of 
bank lending activity.
Among various bank-level attributes that 
are likely to be related to its social responsibility, 
one of the key issues is fi rm size, identifi ed 
as both vital and relatively unexamined [59], 
[97]. Majority of existing literature indicates 
a positive link between fi rm size and level of 
social responsibility (e.g. [87], [14], [67], [88], 
[54]), and only some refers specifi cally to the 
banking industry (e.g. [81], [65]).
In general, larger fi rms are associated 
with more resources found to positively affect 
their CSR commitment [96], [45]. They also 
tend to be more visible, implying facing more 
pressures and higher level of attention from 
the general public (see [92]), to participate in 
voluntary programmes (e.g. [7]) and make 
donations (e.g. [2]). Larger organisations may 
also have more advanced internal systems 
for dealing with the management of issues, 
leading to greater responsiveness to social 
issues as well ([8], cited in [92]). Because 
of numerous external and internal reasons, 
a positive relation between bank size and social 
responsibility is expected. The question arises 
whether this is also true in Croatian case. The 
point of view taken is that larger banks have 
more resources to train employees about 
social and environmental issues, to invest in 
assessment and technological solutions to 
minimize environmental impact and protect 
worker safety, and to implement relevant social 
and environmental management procedures. 
Larger banks have also more responsibility 
to behave responsibly due to their visibility 
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and brand image. They will disclose more 
information on social responsibility than smaller 
banks [39]. We adopt this view and based on it 
we present our fi rst hypothesis:
H1: Bank size and social responsibility are 
positively related.
Although numerous studies have recently 
been published examining determinants 
of CSR, a relatively small number of them 
consider ownership as an independent variable. 
Most of them examine relations between social 
responsibility and institutional ownership, 
managerial ownership, ownership structure 
dispersion or institutional investor types (e.g. 
[93], [16], [99], [36], [45], [59], [48]). However, 
very few take into consideration ownership 
status. In this regard Lee [55] focuses on 
public and private ownership status, while Qu 
[74] and Oh, et al. [69] introduce a variable 
of foreign ownership. Qu [74] assumes that 
the effect does exist, while research results 
of Oh et al. [69] indicate a signifi cant, positive 
relationship between foreign ownership and 
CSR, suggesting that different owners may 
also have different orientations and preferences 
regarding the fi rm’s CSR. This research gap 
calls for further research on the relationship 
between different status of ownership and fi rm’s 
social responsibility.
In spite of the fact that existing literature 
indicates that foreign ownership is associated 
with sustainability [51] and with higher level 
of CSR, Oh et al. [69] clearly indicate that all 
foreign investors are not always in favour of 
CSR. However, we can agree with Hinson et 
al. [39] that international banks are expected 
to disclose more of their social responsibility 
information than local banks, due to their 
international presence and image, due to being 
subject to international conventions, as well as 
to regulations that make their disclosures more 
mandatory. This is further reinforced by the 
nature of their activities, or internationalization, 
which requires them to communicate such 
responsibilities to society [9].
In Croatia, almost 50% of banks in terms of 
their number are foreign-owned, and in terms 
of total banking industry assets, more than 90% 
is in foreign ownership. Croatian banks which 
are owned by large international bank groups 
are expected to disclose more of their socially 
responsible practices and in that respect to be 
more socially responsible than local banks. This 
is due not only to mentioned reasons, but also 
to a know-how they receive from their foreign 
parent companies, which already proved to be 
far more advanced in demonstrating their social 
responsibility than banks operating only on 
Croatian market. In this context we stipulate our 
second hypothesis as follows:
H2: Foreign-owned banks are characterized 
by higher levels of social responsibility in 
comparison to domestically owned banks.
A major stream of research has resulted from 
efforts to understand the relationship between 
social performance and fi nancial performance 
that exists for companies [3], resulting in 
positive (e.g. [96], [79], [94]), negative (e.g. [44], 
[46], [61]) and mixed evidence (e.g. [17], [16], 
[4]). Most of the studies of the banking industry 
document a positive link between these two 
constructs (e.g. [84], [42], [81], [65]).
The relationship between corporate social 
and fi nancial performance remains one of the 
most attractive research topics [35]. That this 
collective research is large and important is 
evidenced in part by several major studies 
aimed at reviewing and analyzing the results 
of this accumulating research (e.g. [71], [62], 
[95], [70]). Besides the importance of empirical 
investigations of this relationship, Callan and 
Thomas [11] strongly emphasize its timeliness, 
because today, perhaps more than ever, fi rms 
are expected to dedicate resources to socially 
responsible activities.
Undoubtedly, a growing body of empirical 
evidence suggests that corporate social and 
fi nancial performance are positively related. 
Despite a large and growing literature on CSR, 
there is very little evidence of fi rms actually 
sacrifi cing profi ts in the social interest [75]. And 
this is particularly true for the banking industry. 
In order to determine the existing social 
responsibility of Croatian banks, we test the 
following hypothesis by approximating fi nancial 
performance with profi tability:
H3: Bank profi tability and social responsibility 
are positively related.
Finally, a more complete understanding of 
bank social responsibility can be obtained by 
putting it into specifi c context. This is possible 
by taking into consideration characteristic 
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factors of Croatian banking industry, where 
we particularly focus on dedicated structure 
of granted loans. Specifi c structure of granted 
bank loans is refl ected in a relatively high share 
of non-productive loans for fi nal consumption 
in total granted loans for the most important 
institutional sector, i.e. households.
As Snoy [86] argued, ethical issues that 
fi nancial intermediaries, especially commercial 
banks, in the international sphere face are to 
whom does one lend and for what purpose does 
one lend. Issues in Croatian banking sector, 
due to a high percentage share of foreign 
ownership, can be much associated with issues 
of international banking. In their international 
loans, banks frequently and legitimately aim 
at supporting national exports of equipments 
and engineering services. However, this does 
not exempt them from responsibility on the 
part of the borrowing country to import these 
goods and services, neither on the part of fi nal 
consumers, i.e. bank customers to buy over-
sized fi nancial services poorly adapted to local 
conditions.
While most of the academic studies focus 
on other determinants of social responsibility 
such as profi tability, size or ownership (e.g. 
[53]), there is a great lack of literature which 
would relate the structure of granted loans to 
social responsibility of a bank. The reason for 
this might be the fact that most of the studies on 
CSR in the banking industry were conducted in 
the most developed countries, whose banking 
systems do not face such issues. For example, 
banks in CEE countries are characterised by 
a relatively larger share of foreign ownership in 
comparison to most developed countries, which 
in the Central Europe (CE) sub-region stands, 
on average, at 75% and in the Southeastern 
Europe (SEE) sub-region at a very high 85% 
of total banking sector assets [27]. So certain 
issues occur exactly now, when studies on CSR 
in less developed and transition countries have 
emerged and consequently additional, specifi c 
factors gain on relevance, such as, for example, 
the share of loans for fi nal consumption in 
total bank loans granted to institutional sector 
of households. Taking into consideration all 
mentioned above, we recognize this factor 
as important and we relate it to bank social 
responsibility. As the granted loan structure in 
Croatia has been extremely unfavourable for 
a number of years, because of its orientation on 
personal consumption, while largely neglecting 
production and development, we propose the 
following hypothesis:
H4: Share of loans for fi nal consumption in total 
bank loans granted to households is negatively 
related to social responsibility in the banking 
industry.
3.  Research Methodology
This part describes the research done at 
two different levels, data collection on bank 
social responsibility, how the CSP measure is 
calculated and research methods used to test 
hypotheses.
Due to a multi-level nature of the planned 
research, we have to clearly determine 
two different levels of analysis – individual 
and industry. In order to test the fi rst three 
hypotheses, we need to address individual 
bank social responsibility. The forth hypothesis 
is related to the aggregate, banking industry 
social responsibility in a specifi c Croatian 
context. It is focused on the structure of granted 
loans, where the euro area average is used as 
a benchmark.
As reporting on social responsibility is 
not yet standardized, individual-level data of 
banks was collected during October 2011 
by detailed insight in all publicly available 
information and documents on banks’ web 
sites such as bank’s sustainability, CSR or 
social reports, reports on progress, periodical 
reports on performance, codes of conduct 
and other web-based information, as well as 
information from national (Croatian National 
Bank, Croatian Banking Association, Croatian 
Business Council for Sustainable Development, 
Croatian Banking and Finance Employees 
Trade Union) and international organizations 
and NGOs (Global Compact). This method 
of data collection is justifi ed because 
nowadays the internet is used as a medium 
for corporate information disclosure to the 
public [39]. Necessary additional information 
was collected via telephone interviews with 
bank representatives. Content analysis is used 
to measure the level of social responsibility in 
accordance with presented framework. Defi ned 
as a technique for gathering data that consists 
of codifying qualitative information in anecdotal 
and literary form into categories in order to 
derive quantitative scales of varying levels of 
complexity [1], it is found to be the appropriate 
method for identifying themes in the raw data 
EM_2_2015.indd   121 3.6.2015   13:09:04
122 2015, XVIII, 2
Finance
[13]. At the banking industry level, the main 
source of information were publications issued 
by the Croatian National Bank.
In order to assess social responsibility of 
individual banks, we evaluate banks with respect to 
various indicators, enabling a holistic stakeholder 
approach, evident in recent developments in 
CSR practice [63]. The framework for assessing 
bank social responsibility is derived and adapted 
from previous research conducted by Cuesta-
Gonzalez, et al. [23] and Scholtens [81]. The 
main reason why these studies are taken as 
a reference point is that their methodology, 
contrary to some other available approaches, is 
transparent and easily measurable.
There are fi ve groups of indicators: 1) 
sustainability reporting and networking, 2) 
corporate governance, 3) environmental 
management, 4) responsible fi nancial products 
and 5) stakeholder issues. These groups refl ect 
different aspects of social responsibility and 
altogether provide a comprehensive view of 
bank social responsibility.
By reporting and networking, which might 
also require compliance with certain standards 
on reporting (e.g. UN Global Compact), we 
conclude that a bank commits itself to socially 
responsible behaviour. Corporate governance 
gives an indication of policies and procedures 
promoted by the bank and communicated to all 
employees. Transparency about environmental 
performance allows us to assess how a bank 
operates in this respect [81], analysed through 
indicators of environmental risk management in 
lending policy and exclusion of specifi c sectors 
in bank fi nancing activities (e.g. production 
causing ecological damages). The supply and 
development of “green” or socially responsible 
products is another means by which a bank can 
signal its commitment to social responsibility 
(see [81]). Finally, stakeholder issues 
comprising relationships with employees and 
the community refl ect social conduct of a bank, 
both internally and externally.
We made certain adaptations to Cuesta-
Gonzalez et al. [23] and Scholtens’ [81] 
assessment framework. On the basis of 
interviews with subject matter experts, we 
selected 18 indicators relevant for describing 
socially responsible practices of Croatian 
banks. Some of the original indicators are not 
even available in banks’ published documents, 
as social awareness of Croatian banks is still in 
the early stage of development. In order to test 
the validity of interviews’ results, preliminary 
content analysis of banks’ publications was 
conducted. It confi rmed the selected 18 
indicators, which were then analysed for each 
bank. Table 1 shows which indicators are used 
to assess individual bank social responsibility.
Group Indicator Operationalization
Sustainability reporting and 
networking
1    Sustainability report / CSR report / 
Social report
Yes (1) or No (0)
2    Global Reporting Initiative Adopted (Yes/No)
3    UN Global Compact Croatia Adopted (Yes/No)
4    Croatian Business Council for 
Sustainable Development
Member (Yes/No)
5    Croatian Banking Association Member (Yes/No)
6    CSR Index Participant (Yes/No)
Corporate governance 7    Code of Ethics / Code od Conduct Adopted (Yes/No)
8    Code of Corporate Governance Adopted (Yes/No)
9    Diversity Women on board (Yes/No)
Environmental management
10  Environmental risk management in 
lending policy
Yes/No
11 Exclusion of specifi c sectors Yes/No
Responsible fi nancial 
products
12   Socially responsible investing Yes/No
Tab. 1: Bank social responsibility framework – Part 1
Source: Adopted from Cuesta-Gonzalez, et al. [23] and Scholtens [81]
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Operationalization of the indicators is the 
following: if the bank performs or complies, it 
receives a positive score (1), otherwise zero (0). 
Such methodology is used in other academic 
studies as well (e.g. [81], [49], [78]). When 
banks do not report to be active with respect to 
some issue, we assume they are not, because 
it is exactly the transparency about social and 
environmental performance that allows us to 
assess how a bank operates in this respect 
(see [81]). The reasoning behind this is that it is 
becoming clear there ought to be a transparent 
and verifi able commitment to adoption of socially 
responsible practices. Generally, a principle 
of transparency is a constituent part of ethics 
applied in management and in economic 
decision-making [83]. And this is accomplished 
by explicit reference to social responsibility work 
banks are engaged in via reporting and publishing 
web-based information [29]. Communicating 
activities and results is especially important for 
banks, because their business depends on their 
credibility, and on the trust their stakeholders 
have in them [43]. In other words, clear, open 
and thorough communication is an integral part 
of a bank social responsibility.
The developed framework is applied to 
a population of 32 Croatian banks. As these 
banks make the whole Croatian banking sector, 
they are the best possible representation of 
a banking industry in a particular country. Six 
large banks, three medium-sized and twenty-
three small banks are included in the study. 
Large bank in Croatia is a bank with individual 
assets larger than 5% of total banking industry 
assets, medium bank is a bank with individual 
assets larger than 1% and smaller than 5% of 
total banking industry assets, and small bank is 
a bank with individual assets smaller than 1% 
of total banking industry assets (amounting to 
EUR 53.00 billion in 2010). Fifteen of the banks 
are in foreign, while seventeen are in domestic 
ownership. Social responsibility of the observed 
banks is assessed and empirically related 
fi rstly to individual, bank-level factors (size, 
ownership status and fi nancial performance) by 
using correlation analysis, and then to industry-
level factor (dedicated granted loan structure) 
qualitatively.
4. Research Findings
Some general conclusions that can 
be drawn from descriptive statistics (see 
Tab. 2) are that Croatian banks accomplish 
the highest scores of social responsibility in 
corporate governance (relative average score 
of 53.1%) and stakeholder issues (51.3%) 
among all groups of indicators. Introducing 
Group Indicator Operationalization
13    Sustainability products („Green 
loans“, „Energy effi ciency loans“)
Yes/No
Stakeholder issues
Employee issues 14   Training and education Yes/No
15   Trade unions Activities of CBFETU (Yes/No)
16   Feedback from employees
Anonimous, including all 
employees (Yes/No)
Involvement in the community 
and commitement to 
charitable work
17   Sponsoring and donations Yes/No
18    Croatian Banking Association 
workshops
Participant (Yes/No)
CSR Index = a project for assessment of Croatian companies’ social responsibility, initiated by Croatian Chamber of Eco-
nomy and Croatian Business Council for Sustainable Development, where a company’s social responsibility is assessed 
according to methodology of UK’s leading benchmark for corporate responsibility – Business in the Community Index; 
CBFETU = Croatian Banking and Finance Employees Trade Union
Source: Adopted from Cuesta-Gonzalez, et al. [23] and Scholtens [81]
Tab. 1: Bank social responsibility framework – Part 2
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responsible fi nancial products (12.5%) is least 
common among them. Possible explanation 
for this could be that the banks have already 
recognized potential materiality of certain 
social, environmental and governance issues, 
while they still do not use, at fi rst sight less 
obvious, benefi ts arising from other issues. For 
example, benefi ts from sustainability reporting 
and networking may arise in a medium-to long-
term, or, the banks are simply still not aware of 
a necessary expansion of fi nancial products’ 
offer, imposed not only by new industry trends 
but also by regulation (i.e. regulation regarding 
environment protection and energy effi ciency).
Next, the nature of relation between bank-
level factors and its social responsibility was 
investigated by using correlation analysis. 
Table 3 shows correlation coeffi cients () of 
social responsibility of Croatian banks and 
factors of size, ownership and profi tability. Not 
surprisingly, our research fi ndings support the 
fi rst hypothesis as it is clear that a high positive 
correlation between bank size and social 
responsibility is established ( = .640, p = .000, 
N = 32), leading to a conclusion that larger 
banks, in terms of their assets, are associated 
with higher levels of social responsibility.
A more detailed analysis shows that 
medium-sized banks closely follow large banks, 
and in some aspects of social responsibility, 
like sustainability reporting and networking 
and corporate governance, even slightly 
Bank
1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24 25 26 27 28 29 30 31 32
So
ci
al
 re
sp
on
si
bi
lit
y
1 1 1 0 0 0 0 1 1 0 0 0 0 1 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0
2 1 0 0 0 0 0 0 0 0 0 0 0 1 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0
3 0 1 0 0 0 0 1 0 0 0 0 0 1 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0
4 1 0 0 0 0 0 0 0 0 0 0 0 1 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0
5 1 1 1 1 1 1 1 1 1 1 1 0 1 1 1 1 0 0 0 1 0 0 1 0 1 1 0 0 0 0 0 0
6 0 1 1 0 0 0 0 1 0 0 0 0 1 0 0 1 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0
7 1 1 0 0 1 1 1 1 0 0 1 0 1 1 0 0 0 0 0 0 0 0 0 0 0 1 1 0 0 0 0 1
8 1 1 1 0 0 0 1 1 0 1 1 1 1 1 1 1 0 0 0 1 1 1 1 1 0 1 0 0 0 1 1 0
9 1 1 1 1 1 1 1 1 1 1 0 1 0 1 1 1 0 1 0 1 1 1 0 0 0 0 0 0 1 0 0 0
10 1 1 0 0 1 1 1 1 0 0 1 0 1 0 0 0 0 0 0 0 1 0 0 0 0 0 1 0 0 1 0 1
11 1 1 0 0 1 1 0 1 0 0 1 0 1 0 0 0 0 0 0 0 1 0 0 0 0 0 0 0 0 1 0 1
12 0 1 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0
13 1 1 1 0 0 0 0 1 0 0 0 0 1 1 1 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0
14 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 0 0 0 0 0 0 0 1 1 1 1 0 0 1 1 1
15 1 0 1 1 0 1 1 1 0 1 1 1 0 1 0 1 1 0 0 1 0 1 0 0 1 0 1 0 1 0 0 0
16 1 1 1 0 0 1 0 1 0 0 0 0 1 0 0 0 0 0 0 0 0 0 0 0 0 0 1 0 0 0 0 0
17 1 1 1 1 1 1 1 1 1 1 1 1 1 1 0 1 0 0 0 0 1 0 0 1 1 0 1 0 0 1 1 1
18 1 1 1 1 1 1 1 1 1 0 1 0 0 1 0 1 0 0 0 0 0 0 0 0 1 0 0 0 0 0 0 0
T 83 83 56 33 44 56 61 78 28 33 50 28 78 50 22 44 6 6 0 22 28 17 11 17 28 22 33 0 11 28 17 28
Social responsibility: number relates to indicator defi ned in Table 1; Bank: number relates to each of the 
32 banks; T = total score (percentage), calculated as a relative number of indicators on which a bank 
 scores positive, e.g. the bank assigned number 1 receives a score of 83% because T=15/18=0.83.
Source: authors
Tab. 2: Individual bank social responsibility results
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surpass them. On the other hand, small 
banks are evidently lagging behind although 
their relatively lower average scores in 
certain aspects of social responsibility can be 
reasonably expected. For instance, small banks 
in their everyday business, in comparison 
to larger banks, do not face challenges of 
fi nancing large, environmentally or socially 
sensitive projects. This may explain their 
average score in environmental management 
of only 23.9%. Furthermore, they are oriented 
on retail business and serving local community, 
primarily by fi nancing consumer loans and 
liquidity of small and medium enterprises. 
Therefore, the structure of their offer is different 
from the one at larger banks, what possibly 
explains their average score of only 6.5% for 
responsible fi nancial products. However, their 
bad performance in other aspects of social 
responsibility, indicated by low average scores 
in other groups of indicators, cannot be so 
easily justifi ed.
Furthermore, ownership status and social 
responsibility of observed banks are fairly 
correlated ( = -.480, p = .005, N = 32). (In order 
to quantitatively analyse variable ownership 
status, foreign-owned banks were assigned 
generic number 1, banks in domestic private 
ownership number 2, and banks in domestic 
public ownership number 3.) The medium and 
negative correlation between these variables 
points out that foreign-owned banks operating 
in Croatia in terms of their levels of social 
responsibility are in advance of banks owned 
by domestic parties. This is in accordance with 
the second hypothesis, proposing that foreign-
owned banks are characterized by higher 
levels of social responsibility in comparison to 
domestically owned banks.
Results of an in-depth analysis indicate that 
foreign-owned banks, with their average score 
of 48.9%, perform better than domestically 
owned banks (21.9%) in all aspects of social 
responsibility. Moreover, a partial analysis of 
the two groups of domestically owned banks 
was conducted, differentiating between those 
owned by private parties and those owned 
by the government. This analysis shows that 
banks in domestic private ownership (average 
score of only 20.4%), with the only exception 
of responsible fi nancial products offer, lag 
behind their domestic government-owned 
counterparts, indicating that the government, 
as a bank owner, is relatively more socially 
responsible in comparison to private parties at 
the same function. However, as far as it regards 
banks in domestic government ownership, one 
has to take into consideration that there are 
only two such banks in the sample, what makes 
social performance of these specifi c banks 
(33.3%) potentially hardly generalisable in 
other contexts. Therefore, it is more advisable 
to observe them as a specifi c group.
Finally, the fi ndings indicate a very weak and 
positive correlation between bank profi tability 
and social responsibility, meaning that there 
is little or almost no association between bank 
profi tability and its level of social responsibility. 
However, the results are not statistically 
signifi cant, so they cannot be generalized. 
Weak and non-signifi cant correlation leads us 
to reject the third hypothesis, meaning that there 
is no empirical evidence that bank fi nancial and 
social performance are positively related.
Social 
responsibility
Size (Assets)
Ownership 
status
Profi tability 
(ROA)
Profi tability 
(ROE)
Social responsibility 1
Size (Assets) .640** 1
Ownership status -.480** -.410* 1
Profi tability (ROA) .228 .340 -.121 1
Profi tability (ROE) .218 .289 -.186 .923* 1
ROA = Return on assets; ROE = Return on equity
**Correlation is signifi cant at the 0.01 level (2-tailed).
*Correlation is signifi cant at the 0.05 level (2-tailed).
Source: authors
Tab. 3:
Correlation coeffi cients for level of bank social responsibility and selected bank 
factors
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To analyse bank social responsibility at the 
industry level, we observe specifi c context in 
which the banks operate. As far as it regards 
the granted loan structure in Croatian banking 
industry, statistical data clearly indicate 
an unfavourable dedicated structure from 
the perspective of country’s economic and 
sustainable development, and consequently 
also social development. One comes to 
alarming conclusions when analysing dedicated 
structure of loans granted to the largest 
institutional sector – households, receiving 
a major share (46.2%) of total bank loans. The 
most important fi nancial liability of households 
should be home mortgages, as the most 
important households assets is home equity. 
However, analysis indicates a lower share of 
home mortgages (45.6%) compared to euro 
area average, where they represent more than 
two thirds of total loans granted to households 
(see Tab. 4). In Croatia, an extremely high 
share (54.4%) belongs to dedicated and non-
dedicated loans for fi nancing fi nal consumption 
[22]. This share was higher and therefore even 
more unfavourable several years ago (59.8% in 
2007) [22], but although nowadays consumer 
enthusiasm is evidently affected by fi nancial 
crisis, it is still very high. This makes granted 
loan structure extremely negative, and much 
different from the one in euro area countries, 
but very much alike the structure in other CEE 
countries where, in this respect, Croatia is no 
exception. Looking from a wider perspective 
would indicate that other factors, besides bank 
owners’ strategies, have also contributed to 
such an unfavourable granted loan structure 
(e.g. economic cycle, bank competition, 
disorder on Croatian real estate market, factual 
situation in particular industries).
Available savings in Croatia are evidently 
used for fi nancing consumption and stimulating 
consumer mentality of households, just as in the 
case of companies, the same banks have been 
fi nancing high profi table short-term loans and 
neglecting development. Unfavourable granted 
loan structure in Croatian banking industry 
can in no way be considered as supportive 
of social responsibility, because it lacks credit 
support to restructuring and development of 
Croatian economy. The analysis of dedicated 
loan structure indicates social irresponsibility 
of banks in Croatia, where they do materialize 
their interests, but at the same time behave 
completely differently compared to how they 
behave in their parent countries, and opposite 
to Croatian national interests. We therefore 
accept the fourth hypothesis, as we conclude 
 
 
2007 2008 2009 2010
Value Share Value Share Value Share Value Share
 euro area (value in bln EUR, share in %)
Home mortgages 3,425 71.5 3,488 71.4 3,546 71.6 3,701 71.7
Consumer loans 616 12.9 631 12.9 631 12.7 639 12.4
Other loans* 747 15.6 764 15.7 774 15.6 819 15.9
 Croatia (value in mln HRK, share in %)
Home mortgages 45,232 40.3 52,318 41.5 52,960 43.3 57,981 45.6
Car loans 9,389 8.4 9,646 7.7 7,811 6.4 6,237 4.9
Credit card loans 4,923 4.4 5,530 4.4 5,022 4.1 4,387 3.5
Other loans** 52,821 47.0 58,429 46.4 56,403 46.2 58,531 46.0
euro area: Monetary fi nancial institutions (MFI) sector excluding the Eurosystem; Croatia: commercial banks
*loans granted for purposes such as debt consolidation, education, etc. [31]
**cash general purpose loans, overdraft facilities, non-dedicated mortgage loans and all other household loans [22]
Source: European Central Bank [30a, 30b], CROATIAN NATIONAL BANK [22].
Tab. 4:
Dedicated structure of bank loans to households: a comparison of the euro 
area and Croatia
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that the share of loans for fi nal consumption 
in total bank loans granted to households is 
negatively related to social responsibility in the 
banking industry.
Discussion and Conclusion
Research results bring forward some interesting 
points for discussion. They indicate that foreign 
owners have brought and implemented certain, 
higher level of social responsibility in Croatian 
banking industry. They have introduced the best 
practices from more advanced banking systems. 
However, the level of social responsibility is not 
as high as it could be, due to foreign-owners’ 
motives, refl ected through dedicated granted 
loan structure. Namely, the granted loan 
structure in Croatia, similarly to other CEE 
countries, has been extremely unfavourable 
for a number of years, refl ecting the fact that 
primary interest of foreign owners differs from 
interest of domestic ones. This is true especially 
of the government, which is expected to be 
more oriented towards a development of 
local communities and towards economic 
and sustainable development of a country in 
general. If we take into consideration that more 
than 90% of total banking sector assets in 
Croatia is in foreign ownership, this reasoning 
seems obvious.
The study clearly shows that larger banks, 
in general, demonstrate higher levels of social 
responsibility. They are able to achieve higher 
levels due to having more resources, and they 
are in a way forced to comply or perform better 
due to being more visible. However, there are 
some outstanding exceptions among relatively 
small banks, which may possibly be explained 
by a high level of social awareness among 
their parent banks, pursuing the same socially 
responsible strategy in the whole bank group.
Furthermore, the results confi rm bank size 
and ownership status as determinants of bank 
social responsibility, indicating that a bank’s 
motivation and capacity to take on or to improve 
its social responsibility is related to these 
factors. At the banking industry level, orientation 
on fi nancing fi nal consumption has a signifi cant 
infl uence on industry’s social responsibility, 
which, in the case of Croatia, proved to be 
a hindering factor. In sum, through empirical 
analysis three out of four hypotheses were 
confi rmed, proving that size, ownership status 
and share of loans for fi nal consumption in total 
granted loans are signifi cant determinants of 
bank social responsibility. Only third hypothesis 
was rejected, as the empirical analysis indicated 
a very weak association between bank 
profi tability and social performance, leading to 
a conclusion that bank fi nancial performance is 
not related to its social responsibility.
Conducted research has several limitations. 
Results identifi ed are dependent on how well the 
measures operationalize the construct of social 
responsibility, as they are subject to limitations 
inherent in the measurement of corporate 
social performance. Futhermore, the analysis 
is focused only on compliance or performance 
of social responsibility, but does not aim at 
addressing the intensity by which the bank does 
so. It heavily relies on information provided by 
the institutions themselves, which might suffer 
from the self-reporting bias. We did not examine 
trustworthiness of available information as the 
primary intent of this research was to indicate 
compliance or performance among Croatian 
banks. However, in spite of mentioned research 
limitations, they are common and acceptable in 
this emerging and still underdeveloped research 
fi eld (see [81]). Therefore, conducted analysis 
and obtained results provide an assessment 
of social responsibility among Croatian banks 
and its relation to specifi c factors in the banking 
industry, and they may serve as a basis for 
further development of socially responsible 
practices among Croatian banks.
These fi ndings have very important 
implications for practitioners. They denote 
which banks are more likely to be socially 
responsible, and what is more, after considering 
pre-determined bank factors, in what aspects of 
social responsibility are these banks generally 
expected to be active. Findings also indicate 
that bank managers in Croatia are becoming 
aware of the importance of social responsibility, 
which can be recognized from existing socially 
responsible practices.
This study may be of use also to bank 
managers seeking to implement or improve 
socially responsible practices. Socially 
responsible loans can be obtained by focusing 
more on real needs of bank customers and by 
eliminating or at least decreasing predatory 
lending practices. Preferring and pushing loans 
for fi nal consumption to households while 
neglecting demand for more vital purposes 
such as housing can in no way be considered 
as socially responsible. Moreover, meeting the 
needs of the community to a larger extent than 
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present is possible and necessary not only in 
the retail segment, but also within corporate 
business. This would primarily imply providing 
crucial long-term credit support to creditworthy 
companies, needed for development and 
sustainability of economic activity, and not 
only running for more profi table short-term 
loans. It should be emphasized that a “short-
term” policy, however profi table it may be, 
is not socially responsible and defi nitely not 
sustainable. There are many different ways to 
lend money and what bank managers should 
be aware of is that ethical decisions and 
behaviour are not necessarily inconsistent 
with profi tability. From the bank’s point of view, 
improving its relation with community in the 
form of a more socially adapted loan structure 
may result in increasing existing customer trust, 
attracting new customers, and sustaining the 
brand name, which all may distinguish the bank 
from its competitors. These benefi ts that may 
arise from implementation of CSR policies and 
practices are in today’s turbulent times more 
important than ever before for bank’s survival 
and sustainability.
This paper also provides new insights into 
various socially responsible practices of Croatian 
banks and adds value to the existing literature. 
Therefore, it presents a useful reference point 
both for researchers and bank managers in 
their understanding of social responsibility in 
the banking industry, tested empirically on the 
whole banking industry in a particular country. It 
can serve as a model for further development of 
bank social responsibility in less developed and 
transition countries.
In order to confi rm the study fi ndings, there 
is a need for more extensive, confi rmatory 
research on the relation of social responsibility 
and selected factors in the banking industry in the 
future. For further research we suggest including 
more variables in the analysis. What is more, 
investigating on the causal relationship between 
selected factors and social responsibility on the 
same sample of banks would be interesting and 
necessary. Results obtained in such a research 
could give a more transparent overview 
of a socially responsible banking or could 
potentially serve as an incentive for taking on 
socially responsible practices, depending on the 
results of the analysis.
Finally, as the issue of social responsibility 
is still rather new among Croatian banks, for 
now it was not possible to analyse development 
of Croatian banks’ social responsibility through 
time. However, within a couple of years forward 
a planned longitudinal research would provide 
us with new insights. Therefore, we recommend 
it as an important and necessary guideline for 
future research.
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Abstract
DETERMINANTS OF BANK SOCIAL RESPONSIBILITY: 
CASE OF CROATIA
Ana Ivanisevic Hernaus, Alen Stojanovic 
Recently fi nancial sector and its responsibilities have come under great scrutiny. This has led to 
putting more emphasis on social responsibility of fi nancial institutions, primarily banks, due to their 
powerful and infl uential position. Banks have an impact not only on fi nancial and economic system, 
but on a wider community as well. Their socially responsible practices in particular may have 
important social implications, what is even more emphasized within bank-centric fi nancial systems, 
typical of CEE countries. Due to a lack of existing research, the aim of the paper is to assess social 
responsibility of banks at individual and industry level in a specifi c CEE context. At bank individual 
level, focus is put on factors of bank size, ownership status and fi nancial performance, while at the 
bank industry level the structure of granted loans is included in the analysis. The framework for 
assessing bank social responsibility is derived and adapted from previous research conducted by 
Cuesta-Gonzalez, et al. [23] and Scholtens [81]. It is applied to Croatian banking sector, while the 
level of social responsibility is empirically related to factors at bank individual and industry level.
Research fi ndings offer an overview of social responsibility of Croatian banks. The results 
demonstrate that bank social responsibility is related to factors of bank size and ownership status 
at the individual level, and to the structure of granted loans at the industry level. However, the 
nature of the link between bank social and fi nancial performance did not prove signifi cant. Such 
fi ndings offer a wider lesson of what factors are associated with social performance of fi nancial 
sector. Additionally, they may serve as a useful reference point for further investigation of socially 
responsible practices in Croatia and other CEE countries.
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